Thirty-five years of previously unstudied survey data are analyzed to determine how the American public evaluates the health of the macroeconomy. Survey responses are multi-dimensional, distinct from indexes of "consumer sentiment," and based mostly on genuine perceptions of economic conditions, not media reports of economic statistics. As such, they contain unique information about current and future values of these statistics, particularly consumption growth, a longstanding focus of the literature. Both "intangibles" and macroeconomic fundamentals explain substantial variation in the survey data; the public equates two to five percentage points of inflation with one percentage point of unemployment.
Traditional business cycle measurement and theory tends to downplay the role of public perceptions. The health of the macroeconomy is evaluated, with a lag, through formal measurement of fundamentals like GDP growth, rather than by the opinion of the public. The objective functions employed by models of macro policy, derived from theory or prescribed ad-hoc, are similarly unshaped by public opinion on the attractiveness of various states of the economy.
For a profession that is enamored of consumer sovereignty and cognizant of the value of idiosyncratic, decentralized information, this is a little surprising. It probably reflects, in part, a lack of available data. In the U.S., prior research on the macroeconomic perceptions of the public has almost exclusively employed the widely-available Michigan Index of Consumer Sentiment or its counterpart from the Conference Board, the Consumer Confidence Index, to predict future consumption. But these measures are not intended to be, and have not been interpreted as, general assessments of the national macroeconomy. They combine responses to a variety of questions, about personal finances and the macroeconomy, about employment, consumption, and profitability, about current conditions and the change in those conditions. These questions are sufficiently disparate that it is unclear what, exactly, either index measures or how it should be interpreted (see Merkle, Langer, and Sussman, 2004) . This ambiguity has probably contributed to a decades-long debate over the usefulness of such indices, which has been compounded by divergent findings on their ability to forecast future consumption (see Golinelli and Parigi, 2004, and Manski, 2004) .
To surmount these data limitations, we assembled thirty-five years of responses from three reputable, national U.S. polls that ask about the current state of the national economy and/or whether economic conditions are getting better or worse. All are conceptually and (we show) statistically distinct from indexes of consumer sentiment, and none has been previously studied.
As we show in this paper, this poll data enriches our understanding of the business cycle in 2 three ways. It contains information about fundamental macroeconomic variables, which are reported with a lag and (often) subsequently revised. It establishes the role of various macroeconomic fundamentals (and of intangibles) in determining the public's satisfaction with the economy, which informs policy and suggests simple summary measures of economic conditions. And it reveals the multifaceted nature of consumers' macroeconomic perceptions, which span four dimensions across a total of nine survey questions. Section 1 introduces these surveys and shows how they relate to each other and to the Michigan and Conference Board indices. In Section 2, we examine how macroeconomic conditions influence the assessments reported therein; their predictive power is examined in Section 3. Section 4 concludes.
Polling on the State of the Economy.
For decades, American news organizations have asked respondents to assess the national macroeconomy; Table 1 lists the questions, time spans, sample periods, and response options for each. (We are not aware of any analogous surveys conducted abroad.) These surveys have developed in three phases.
In the late 1970s and early 1980s, CBS News, (generally) in conjunction with the New York Times (NYT), and ABC News, in conjunction with the Washington Post, occasionally asked a national sample of the U.S. public about the change in macroeconomic conditions: "Do you think the economy (CBS) / nation's economy (ABC) is getting better, getting worse, or staying about the same?" Each of these surveys was, in isolation, too episodic to be of use to researchers.
This changed in the mid-1980s, when both organizations introduced a question about the level, rather than the change, in macroeconomic conditions, and began reporting the responses several times per year. In December, 1985, ABC News began asking: "Would you describe the state of the nation's economy these days as excellent, good, not so good, or poor?" CBS News soon followed with a similar, though differently phrased, question: "How would you rate the condition of the national economy these days-Very Good, Fairly Good, Fairly Bad, or Very Bad?" Unlike ABC News, it continued to ask the "better/worse" question as well. Later a third poll, by Gallup and sponsored by USA Today, also asked both types of questions, using somewhat different wording.
The USA Today poll was discontinued in October, 2008, and that by ABC News in February, 2010. In the third, modern phase, the quantity, quality, and availability of data has expanded further.
In January, 2008, Gallup began daily tracking of both "good economy" and "better/worse" questions, interviewing five hundred people each day. This continues to be supplemented by the CBS News polls, now conducted almost every month, and by Bloomberg, which picked up the ABC News survey after a one year hiatus.
We use data from the first two phases in our analysis. Initially, we analyze the five survey questions in the second phase: the "good economy" questions from ABC News, CBS News, and USA Today, along with the "better/worse" questions from CBS News and USA Today. Finding a strong commonality underlying the responses to each question type, we then integrate the responses, using a method described below, and incorporate phase one data to create two latent variables, one for the "good economy" question and one for the "better/worse" question. Further analysis is then conducted using these latent variables. While each survey begins at a different time, listed in Table   1 , our data terminates in February, 2010 (or, for the USA Today surveys, October, 2008 . Time is measured in months. Each survey contains at least one thousand respondents in each month it is 2 Merkle, Langer, and Sussman (2004) detail the differences in timing, sampling, sample sizes, and interview methods across the ABC News, Michigan, and Conference Board surveys. 4 conducted, and each is conducted in more than half of the months in its sample period (see Table 1 ).
The first two responses to each "good economy" question are considered "positive." Figure   1a presents the time series of the fraction of each survey's responses that are positive, while Figure   1b presents the time series of the fraction of "better" responses to the "better/worse" questions (along with the change in positive responses to the ABC News "good economy" question). The level of positive responses differs across surveys, consistent with the different phrasing of the questions and response options, but the temporal variation appears to be similar, a strong cyclical component punctuated with higher frequency modulations. The large samples in each monthly survey ensure virtually none of this variance (about 0.1%) comes from sampling error.
The Michigan and Conference Board surveys also present indexes of current conditions, also represented in Table 1. (These, and a separate expectations index, also represented in the table, average to form that entity's consumer sentiment index.) These questions are distinctly different: neither survey asks explicitly about the overall macroeconomy, but about "business conditions," "available jobs," and durable goods purchases, and most questions concern the respondent or his local area, instead of the country as a whole. While these indexes also have a strong cyclical component, the questions themselves do not have the face validity necessary to represent an general assessment of the national macroeconomy. The ABC News, CBS News, and USA Today poll questions do.
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Despite this face validity, and microfoundations by which macroeconomic fundamentals generate dynamic responses to opinion surveys (Lux, 2008; Easaw and Ghoshray, 2010) , we recognize that "economists have been deeply skeptical of subjective statements" (p. 1337 of Manski, 5 2004 , who argues that such skepticism is unwarranted, as does Bewley, 2002) . Given this skepticism and the aforementioned conflict concerning the consumer sentiment surveys, it is worthwhile to further support these surveys' legitimacy by establishing construct validity (Litwin, 1995) . This requires a certain logical consistency across surveys: questions about similar concepts should have similar responses (convergent validity), while the responses to questions about distinct concepts should differ (divergent validity).
In our data, convergent construct validity requires that 1) the responses to the "better/worse" questions are related to differences of the "good economy" responses, and 2) the responses to all three "good economy" questions have a strong underlying commonality, despite differences in wording (and similarly for the "better/worse" questions). Divergent construct validity requires, in turn, that 3) these survey responses are distinguishable from the consumer sentiment indexes, which are conceptually different.
1) Levels and Differences.
To compare the "good economy" and "better/worse" questions, we begin by regressing the percentage of "better" responses to the CBS/NYT and USA Today/Gallup "better/worse" questions on leads and lags of the percentage of positive responses to the "good economy" question asked by ABC News-the only one that is reported each and every month. Six months of leads and twelve months of lags were included. A condensed version, using two month intervals, is reported in the first and third columns of Table 2 .
In these regressions, positive coefficients near the current date offset negative coefficients for the recent past, suggesting the expected differencing interpretation. These differences are essentially backward-looking, with hindsight that extends several months. To pin down the timing more precisely, we found that two-month combination of the ABC News "good economy" measure that 3 The coefficients on the leads are biased upward if positive assessments of the current change in economic conditions favorably affect the economy's performance in the future. This reinforces the conclusion that the better/worse series compare the present to the past, not expectations of the future to the present. Estimations in which the leads were instrumented with lags of the "better/worse" and/or "good economy" variables, though much less precise, also support this conclusion. 6 best explains the responses to each "better/worse" question. The optimal pairs are shown in the second and fourth columns of Table 2 , a (mostly) backward difference of six months for the USA Today series and eight months for the longer CBS/NYT series. Treating these specifications as the null, we then tested the alternative that any of the remaining coefficients were nonzero. For neither series could this null be rejected at conventional levels (in the CBS News survey, F = 0.98, p >.10; in the USA Today survey, F = 1.53, p > .10).
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In three of the four specifications we cannot reject a strict differencing interpretation, that the coefficients sum to zero. This interpretation and the R² values, which range from 0.5 to 0.7, both suggest a reasonable degree of concordance between the level and difference assessments of the macroeconomy. The fit is not so good, however, that the two measures can be considered synonymous. Accordingly, each is examined below.
2) Underlying Commonalities. For each survey question, the response frequencies-the percent of respondents saying the economy is "excellent," and so forth-can be viewed as governed by three terms: a latent variable common to all respondents, L, that can be considered a scalar index of perceived macroeconomic conditions; a random variate, ", that generates cross-section variation in individual responses at any given point in time; and a set of thresholds, :, that distinguish an "excellent" response from a "good" response, and so on. If all "good economy" series have a strong underlying commonality, then the latent variables underlying each series should be highly correlated.
Each latent variable, and the associated thresholds, can be estimated by relating the response (1) frequencies nonparametrically to time. The most practical way to do this is to express time as a series of splines, which are used as independent variables in an ordered probit model in which the response frequencies are the dependent variable. (See Takezawa, 2006 and Wasserman, 2006. Informally, these splines resemble an overlapping sequence of bell curves. We use many splines, fiftytwo over the sample period, to preserve all but the highest frequency variation.) Applying the estimated coefficients to the splines yields a smoothed, unrestricted estimate of the latent variable that extends for the full time span of the survey, filling in any survey-less months.
The formal statement of this model is as follows. For each survey question Z, the individuallevel latent variable, I, underlying any discrete choice model equals the sum of L and ", as follows:
where S is a set of "B-splines," determined according to the method of deBoor (1978) , which sum to one at each point in time, and the :'s are the thresholds that I j,t must exceed in order for that respondent to report that economic conditions are "excellent" instead of "good," and so on. The predicted value of L at any time T is simply E $ s S s,T .
Figures 2a and 3a present the results for all "good economy" and "better/worse" questions, with the estimated latent variables and thresholds vertically scaled (additively) so that all latent variables have the same mean for the periods in which they overlap. (We do not present confidence 8 intervals, as they are so small.) For both questions the latent variables are as similar as the cutoffs, driven by the various response opt ions, are different. Correlations between the "good economy" latent variables are each 0.99, and the correlation between the "better/worse" latent variables is 0.96.
3)
Comparison with Other Indexes. These latent variables are, in effect, indexes themselves, and can be statistically compared to the Michigan and Conference Board indexes. We begin with a simple correlation analysis, presented in Table 3 . To incorporate both the "good economy" and "better/worse" series and address potential stationarity concerns, eight month backward differences are taken of all variables except the two "better/worse" series, consistent with our findings above (for the longer CBS News "better/worse" series). The nine series included in this analysis can be placed into four groups, each clearly demarcated in the table: "good economy" series, Michigan and Conference Board current conditions indexes, expectations indexes, and "better/worse" series. This grouping is supported by the correlation matrix, in which intra-group correlations, of about 0.9, comfortably surpass the cross-group correlations, which never exceed 0.8. (The one exception, the weak correlation between the Michigan and Conference Board current situation indexes, proves the rule. These are composed of responses to quite different questions.) These four groups of variables appear to represent multiple dimensions of macroeconomic perceptions.
To explore further, we employ a principal component analysis. (This has been previously used for quantifying the state of the macroeconomy in other contexts: see the discussion and references in Bai, 2003.) This yields a set of nine independent components that linearly reconstruct each of the original series. Economic significance is restricted to the first four of these, which together explain 95% of the aggregate variance of all nine series. The associated factor loadings, also found in Table   3 , are easily interpreted. The first, dominant component, a simple, almost-unweighted average of the 9 nine series, reflects basic business cycle variation. The second component distinguishes measures of expectations from everything else. The third component distinguishes the "better/worse" series, while the fourth component represents a difference between the "good economy" series and the Michigan/Conference Board current conditions indexes. The cyclical component explains 72% of the joint variance of these series. Of the remaining 28%, almost half is contributed by the distinctiveness of the expectations indices, and another half by the distinctiveness of the two survey questions analyzed here, with the remainder noise, or "scree."
These findings all support construct validity. The economic assessments that underlie responses to the "good economy" and "better/worse" questions are insensitive to minor differences in wording, logically consistent with each other, and distinct from surveys of consumer sentiment.
Macroeconomic Factors Affecting Assessments of the National Economy.
"Aggregated" Latent Variables. The results in the previous section indicate we can adequately describe our survey data with two temporal latent variables, one underlying the responses to all "good economy" questions, the other underlying the responses to all "better/worse" questions. Differences in response frequencies across surveys are captured by differences in the thresholds separating the response options in each survey. This "aggregated" latent variable also improves the temporal coverage for the "better/worse" question, which has occasional temporal gaps in any one survey, which are now "filled in" by another survey. These gaps were particularly frequent prior to 1988, but with this technique, we can incorporate the early CBS News and ABC News responses and extend this latent variable back to 1976, covering a period of high inflation and volatile economic growth. 4 Inflation is calculated using the all-urban Consumer Price Index, and the unemployment rate is seasonally adjusted. Each quarterly observation of the real, chain-weighted, seasonally-adjusted Gross Domestic Product is assumed to pertain to the middle month of each quarter; the other months are calculated by linear interpolation. The trade-weighted index of exchange rates of the U.S.'s most important trading partners, from the Federal Reserve Bank of St. Louis, has been divided by ten here so that its variation is comparable to that of the other variables.
Additional regressions, not reported here, "scaled" unemployment, inflation, or both, for expectations. Unanticipated inflation was calculated using expectations from the well-known Livingston survey; this variable performs slightly worse than simple inflation does. Unemployment was adjusted by calculating its deviation from the Natural Rate of Unemployment, taken from Gordon's (2006) macroeconomics text, or replaced with personal income growth, also to no effect. The first three variables in this list are not instantaneously reported wit h perfect accuracy.
Preliminary values for unemployment and output growth are reported by the appropriate federal agency with a lag of one month, then subsequently revised. Also, the CPI, used in calculating inflation, is reported with a one month delay. Which, then, should be used: the ex post, revised values, or the "real-time" data available to respondents at the time the survey is taken?
Our answer is: both. Initially, we use the ex post, revised values, which best measure the "true" value of that variable in that month. Then, subsequently, we replace these values with those constructed using real-time data (distributed by the Federal Reserve Banks of Philadelphia and St.
Louis). If the public's economic assessments are based mostly on reported statistics, the real-time data should have superior explanatory power. On the other hand, if these assessments stem from individuals' genuine perceptions of macroeconomic conditions, the ex post, revised data should be superior. Means and detrended standard deviations for the ex post data are listed in Table 4 .
The five variables measuring economic fundamentals are often characterized by different integration orders. GDP growth is typically found to be stationary, while inflation and interest rates are I(1); there is much less agreement on the integration properties of the unemployment rate and dollar strength indicator. But, rather than deepen the integration order of our measures, we prefer to look for robustness. Thus, we estimate both level and difference specifications for the "good economy" question, and also regress the "better/worse" latent variable on differences of the independent variables. The levels specification can be viewed as estimating an a priori known cointegration relationship, with the observed autocorrelation in the residuals representing slow adjustment of survey responses to their long-run fundamental level. The differences specifications, which are more appropriate statistically, estimate short run relationships.
These specifications require a total of three different differences: 1) in output and price levels, to determine output growth and inflation, 2) of all dependent and independent variables in some "good economy" specifications, and 3) of the independent variables in the "better/worse" regression.
Our earlier findings suggest only the length of this last difference: six to eight months (we use eight, which maximizes explanatory power). For the other two, we simply take one year (backward) 5 In consecutive months autocorrelation is at least 0.85 in all specifications. Unfortunately, trying to improve estimation efficiency by using generalized least squares is impractical: it generates substantial errors in variables bias in the coefficient estimates, because it implicitly differences the data a second time, reducing the signal and amplifying the noise. For example, the standard deviation of the sampling and truncation error in the doubly-differenced unemployment rate is 0.16 percentage points (www.bls.gov/cps/eetech.methods.pdf), while the standard deviation of this variable in the data is 0.194 percentage points. Thus, the GLS coefficient estimate should be-and is-attenuated by 0.16²/0.194², to one-third of its true value. Similar reductions were observed for other variables. 12 differences. These nearly maximize explanatory power and, in the differenced "good economy" regressions, also control for seasonality without sacrificing degrees of freedom.
Estimation is conducted using OLS, which yields consistent coefficient estimates in all specifications. But OLS standard errors are biased in cointegrating regressions and when, as here, the error term is serially correlated, so these are adjusted using the Newey-West correction. Estimates are presented in Table 4 . Each independent variable's standard deviation is approximately one, and the thresholds separating different response options are usually a little more than one unit apart, so, loosely speaking, each coefficient translates a one standard deviation change in the independent variable into the probability the respondent will choose the next most favorable response option. By a wide margin, economic assessments are most strongly influenced by unemployment. Increasing this by two or three percentage points will cause half of all respondents to choose the next worse response option. Significant but smaller effects, in the expected direction, are also observed with inflation and GDP growth. In contrast, the exchange rate and interest rate generally have smaller, variable, and insignificant coefficients, suggesting that they are secondary.
13
These estimates are all reasonably consistent across specifications and sample periods.
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The similarity of key coefficients across specifications occurs partly because assessments of the macroeconomy are adjusted almost instantaneously, as indicated by unreported regressions using lagged dependent variables. This similarity implies that, to the first order, the deterministic factor in our regressions is common to both the "good economy" and "better/worse" series. But its relative importance differs: this factor explains over one-half of the variation in the differenced "good economy" measure, but only one-third of the variation in the "better/worse" measure. Because sampling error is so small, almost all of the remaining variation consists of "intangibles"-unmeasured factors, animal spirits (Akerlof and Shiller, 2009 ), etc. These intangibles are also, to a considerable extent, common to the two series-thus the differenced "good economy" measure, in Table 2 , explains far more variation in the "better/worse" latent variable than any of the regressions in Table 4 .
The effects of individual variables are depicted more concretely in Figure 4 . This contains a continuous decomposition of the contributions of inflation, unemployment, GDP growth, and the residual to the value of the "better/worse" latent variable, using the estimates in the last column of Table 4 . (The effects of the exchange rate and the interest rate, which are insignificant in this regression, are suppressed for clarity.) These four components are demeaned and stacked: the value of the unemployment component is ß U )(U t -U % ), and so on. Thus, at each point in time, extending upward from the horizontal axis is the cumulative positive contribution of these four factors toward the deviation of the latent variable from its mean, and similarly for the negative contribution.
In this graph, recessions, recoveries, and expansions are all apparent, as is the relative quiescence of the "Great Moderation." Intangibles (represented by the residual) "explain" the most variance in the latent variable, followed by unemployment and GDP growth. The timing of these three factors is also different: the intangibles have a canary in the coal mine quality (see Chauvet and Guo, 2003) , plummeting before recessions, while unemployment, naturally, tends to lag. There are no obvious perturbations in the deterministic factor or intangibles associated with national elections.
Tradeoffs. The findings in Table 4 can be viewed in terms of tradeoffs: combinations of macroeconomic states that the public considers equally acceptable. The most important tradeoff, between unemployment and inflation, occurs in several contexts: in studies of the "macroeconomics of happiness," in creating simple summary measures of economic conditions, and in conducting macroeconomic policy. It is valuable to see how these compare.
Our estimates indicate that, in assessing the macroeconomy, the public values a one percentage point decrease in unemployment as much as a decrease in inflation of two to five percentage points, depending on the specification. Similar tradeoffs occur in simpler regressions, not reported here, that remove all other independent variables except the trend.
How does this compare to happiness studies that relate measures of happiness or life satisfaction to unemployment and inflation? There, the estimates admit a preference-based interpretation, and the implied marginal rate of substitution of inflation for unemployment ranges from 2:1 to 4:1 (DiTella, MacCulloch, and Oswald, 2001 Oswald, , 2003 Wolfers, 2003; Blanchflower et al., 2013) ; the effects of long-term interest rates and economic growth are secondary (Oswald, 1997; Welsch, 2007 Welsch, , 2011 . Virtually all of this work relies on European data, though DiTella, MacCulloch, and
Oswald (2001) provide comparable (but less precise) estimates for the United States. The similarity of these findings to ours suggests we cannot rule out the possibility that members of the public evaluate the economy according to their preferences over macroeconomic states.
In contrast, these tradeoffs run counter to the simplest common metric of aggregate economic conditions, Okun's "Misery Index," the unweighted sum of unemployment and inflation. In contrast, equal weights cannot be rejected in explaining the Index of Consumer Sentiment or the Consumer Confidence Index, according to Lovell and Tien (2000) and Golinelli and Parigi (2004) . But we have
shown that the two sets of surveys measure distinct concepts. The Misery Index seemingly serves better as an indicator of consumer confidence than as a metric of aggregate economic conditions.
Lastly, we compare measurement wit h theory: the tradeoffs embodied in models of monetary policy, often derived from an approximation to household utility in an intertemporal maximization problem. The best known of these, Woodford (2003, Chapter 6) , is expressed in terms of output growth and inflation, which can be translated into an inflation-unemployment tradeoff using Okun's law (Abel and Bernanke, 2005; Mitchell and Pearce, 2010) . Doing so, we find that this loss function places far more weight on inflation than unemployment, in contrast with our findings and those of the macroeconomics of happiness.
The Information Content of Economic Assessments.
The deterministic and intangible components of these survey responses could contain novel information about the current or future values of macroeconomic fundamentals, which, as mentioned,
are measured with a lag and (often) subsequently revised. The deterministic component could contain 7 The smoothing involved in the construction of the latent variables in Section 2 is both forward and backward in time. This is obviously problematic for these forecasting regressions. Thus, both latent variables were re-constructed by replacing the splines in equation (1) with a set of year*month dummy variables. The resulting latent variables are wholly contemporaneous, but are not available for every month in the sample period, reducing the number of observations for analysis.
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(2) such information if it primarily reflects individuals' perceptions of economic conditions, rather than the reporting of economic statistics (as in Doms and Morin, 2004 or Starr, 2012) . It does. In the "real-time" row of Table 4 we re-estimated the regressions above using real-time data for unemployment, output growth, and inflation, on which reported statistics would be based. The R² values show that this data has much less explanatory power.
Thus, our latent variables should help predict current values of macroeconomic fundamentals
that have yet to be reported, and possibly future revisions of past values that have already been reported. One candidate fundamental is real GDP, because the surveys ask about the national economy; another, based on the previous section's results, is unemployment. In that spirit, we predict ex-post (superscript EX) revised values of GDP growth, )Y, and unemployment, U, in month t* from the real-time (superscript RT) macro and survey data available in the middle of month t, as follows: where )B is inflation, S contains survey data, 7 {",(,N,R,2} are coefficient vectors or matrices, q is time in quarters ()Y) / three-month intervals (U), and > is an error term. The term X t,0 RT is the most recent reported value of variable X as of time t, X t,-1 RT is the most recent reported value of that variable three months (or one quarter) previous, and so on.
Three types of regressions are run, each with different timing. Nowcasts relate final, revised current-period values to current period real-time data: t* = t. Hindcasts relate final, revised, previous-period values to current period real-time data: t* = t-1. These determine whether survey data can predict revisions of macro variables. We also estimate forecasts that relate final, revised future values to current-period real-time data: t* > t. Following Bram and Ludvigson (1998) and others, our metric is the adjusted R² statistic, R ð². Mindful of the multidimensionality revealed in Section 1, we employ three different combinations of poll data: the "good economy" and "better/worse" latent variables; a consumer sentiment index, either the Index of Consumer Sentiment or the Consumer Confidence Index; or both the latent variables and a sentiment index. This makes it easy to compare the effects of the two types of surveys, and to see whether the information they contribute is distinct or overlapping.
The results for real GDP growth are found in the top panel of Table 5 . The latent variables and sentiment indexes improve hindcasts and nowcasts, raising R ð² by five to ten percentage points.
The information they contain is overlapping: the R ð² values are no higher when the latent variables and sentiment indexes are jointly included in the regression. Both also help hindcast or nowcast unemployment, in the second panel of the table, but the improvement in fit is quite marginal.
Past studies (Matsusaka and Sbordone, 1995, and Golinelli and Parigi, 2004, each conducted before the advent of real-time data) have found consumer sentiment indexes to be predictive of future GDP growth, so forecasting equations for GDP and unemployment are also presented. Forecasting power must come from the intangible component of the data, which could predict future economic performance in two ways. A belief that the economy is improving could cause increased economic activity. Or surveys could "anticipate" changes in economic activity that are not predictable from past values of macro variables. The results show that our latent variables do indeed provide substantial new information-unlike the sentiment indexes.
8 This slightly overstates and understates the case. A much noisier, preliminary value of the Michigan index is available mid-month, while the final value of the Conference Board index is not available until the end of the month following the survey. See Merkle, Langer, and Sussman (2004) . 9 Real time data on the personal consumption expenditures deflator is not available on a monthly basis, so stock prices were deflated with the CPI instead.
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The "good economy" and "better/worse" responses are contemporaneously available (now daily, from Gallup), while the consumer sentiment indexes are released only near the end of the month.
8 Giannone, Reichlin and Small (2005) show that this timeliness matters, and so it is here. In the bottom row of each panel we re-estimate using the "concurrent" sentiment index, that is, treating that index as if it was available in the middle of the month that the survey was taken. The fit immediately improves to match that of the latent variables. The informational advantage of the "good economy" and "better/worse" surveys here extends solely from their earlier reportage, not from the content differences identified in the principal component analysis.
Interestingly, this is not so for growth in personal consumption expenditures (PCE), which has been heavily studied using consumer sentiment indexes. The most visible studies, by Carroll, Fuhrer, and Wilcox (1994) and Bram and Ludvigson (1998) , found that these indexes do predict future consumption growth, but these studies did not employ real-time data. When Croushore (2005) replicated these studies using real-time data, he found the consumer sentiment indexes had little value.
Croushore's preferred specification related final, revised values of real PCE growth to four one-quarter lags of real-time PCE growth, the growth in real stock prices, and the sentiment indexes.
We use a similar specification, trimming the lags of all survey data to two, as earlier lags turn out to be superfluous. We use monthly data, as opposed to Croushore's quarterly data, replacing quarter lags with three-month lags. 9 Importantly, we also use the concurrent values of the sentiment indexes, setting aside differences in reporting dates and focusing on the difference in informational content.
The results are presented in the final panel of Table 5 . In the Hindcast column, the R ð²'s are all similar: no survey contributes information. For the nowcasts, both do: R ð² increases substantially, and by a similar amount, whether our latent variables, a consumer sentiment index, or both are included. For the forecasts, the value of the latent variables waxes while that of consumer sentiment wanes. The latent variables increase fit by an astonishing thirty percentage points at a four-quarter horizon, while the contribution of consumer sentiment is far smaller or nil (as in Croushore, 2005) .
Thus, ironically, the simple "good economy" and "better/worse" surveys predict consumption growth far better than the more sophisticated consumer sentiment indexes that have been designed for this purpose. As these surveys do not ask directly about consumption, their predictive power probably stems from intangibles: the effect of economic optimism on consumption choices. Because Section 1 showed that the "better/worse" question-which has by far the most predictive power here-is not forward-looking, the most plausible mechanism is that optimism causes, rather than anticipates, future consumption growth (as Matsusaka and Sbordone, 1995, found for GDP growth).
In summary, the "good economy" and "better/worse" surveys contain useful information about the past, current, and future evolution of fundamental macroeconomic variables. Some of this information is duplicated by consumer sentiment indexes, with a reporting lag; some is not.
Conclusion.
What makes a good economy? A strong labor market, predominantly, though the public also values lower inflation, more economic growth, and a stronger dollar. Changes in these fundamentals 20 also help explain the whether the public views the economy as getting better or getting worse. Still, responses to both types of survey questions are strongly influenced by intangibles that have no obvious economic correlate.
The phrasing of the "good economy" question and response options differs across three surveys, engendering differences in raw response probabilities; nonetheless, these responses are governed by the same underlying latent variable. This latent variable is distinct from various consumer sentiment indices published by the University of Michigan and the Conference Board, though all of these surveys exhibit cyclicality. The same is true for the "better/worse" question, which looks backward with hindsight of six to eight months.
Responses to the "good economy" and "better/worse" questions are based primarily on respondents' perceptions of economic conditions, not media reports of fundamental economic variables. Partly because of this, these responses contain new, timely information about the past, current, and future values of consumption growth, GDP growth, and unemployment. The recently expanded, daily tracking of these two questions by Gallup therefore promises to be a valuable source of information about economic fundamentals. Note: All variables are scaled to have the same variance for the principal component analysis, as is standard. Consistent with the findings in Table 2 , eight month differences are taken of for all "good economy" latent variables, Michigan indices, and Conference Board indices. The R² values for regressions using real-time data, instead, are reported in the last row. Each regression also includes a constant. As discussed in the text, differences are taken over twelve months for the "good economy" regressions and over eight months for the "better/worse" regressions. * = p < .05. 1985-2010 (1997-2010) . * = joint significance of the survey data included, relative to the baseline of no survey data.
